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Second-quarter macroeconomic figures for El Salvador paint a picture of an economy in the
doldrums, if not in crisis. While government officials have minimized the seriousness of the problem
and proclaim that the country is poised to become the economic tiger of Central America, an
influential business association has issued an economic plan of its own and called for a national
dialogue on fundamental changes. Almost since the beginning of his term in office in 1994, President
Armando Calderon Sol has been nagged by complaints from business leaders that his management
of the economy is inconsistent and lacks long-range vision (see NotiSur, 05/18/95 and 03/07/96).
The president's economic "master plan," announced in February 1995, has only been implemented
in piecemeal fashion because of opposition from business, organized labor, and elements within his
own Alianza Republicana Nacionalista (ARENA) party. The arguments earlier in the year between
private-sector associations and economic cabinet officials over whether there was a recession or not
culminated at mid-year in an admission from the administration that there was at least a downturn.
In June, the president responded with a set of 12 new measures designed to spur economic growth
(see NotiCen, 06/20/96).
Since then however, only limited progress has been made in enacting the measures. Central Bank
president Roberto Orellana said in September that 80% of the 12 points had already been carried
out, or are in the process of being implemented. These include aid to small businesses, debt relief
to farmers, acceleration of state modernization, the privatization of pensions, and public works
projects. But three months after the plan was announced, the private-enterprise organization
Asociacion Nacional de la Empresa Privada (ANEP), which had welcomed the proposals as a retreat
from what it considered disincentives in the 1995 plan, insisted that no real progress has been made.
ANEP president Juan Hector Vidal faulted the president's attempt to inflict global competition
on an unprepared private sector without making serious reforms in the "bureaucratic, rusty, and
elephantine" public sector.
And, in the meantime, the sudden implementation of marketing-opening measures have had a
negative effect on business, "especially when they tell me that in a year and a half we will have a
zero tariff." Some key first-semester macroeconomic indicators seemed to justify this pessimism.
According to the Central Bank, first-semester growth declined to 4% from the 6% GDP expansion
achieved in the same period in 1995. Treasury Minister Manuel Hinds recognized in June that
growth would not reach the projected 5% this year.
In October, he admitted that the economy had been cooling since mid-1995, but refused to attribute
it to policy mistakes. Instead, he said it was the result of "external" factors such as a generalized
deceleration among El Salvador's trading partners in Central America. The trade deficit for the
first semester was US$756.8 million, down from US$809.5 million during the same period last year.
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Still, the deficit on the current account rose from US$100 million in the first half of 1995 to US$108.1
million at the end of June of this year. Central Bank officials say that the trade deficit will be offset
by an 8.7% increase in family remittances and that the current account deficit by year-end will
not greatly exceed last year's US$242.6 million. Despite the sluggish growth, inflation has proved
intractable. Inflation for 1996 was originally projected at between 7% and 9%, but by the end of
August, accumulated inflation reached 8.3%, pushing the annualized rate to 10.8%.
The Consumer Protection Committee (Comite para la Defensa del Consumidor, CDC) predicts that
inflation could go as high as 13% by year-end, at least for the all-important basket of basic consumer
goods. But economy officials have attributed the upsurge to a short-term 15% rise in basic-grain
prices, and insist that inflationary pressures will subside during the second half of the year with
new corn and bean harvests. Overall, Hinds and Orellana argue that recovery has already begun.
They predict a decline in the trade deficit, an increase in hard-currency reserves bolstered by family
remittances from abroad, a positive balance of payments, and a respectable 4% growth rate for 1996.
However, even if there were to be a significant recovery during the second semester, in the offing
is a reduction in family remittances, which the government depends on to maintain a positive
balance of payments. While the Central Bank expects more than US$1 billion in remittances this
year, experts warn that the amount may fall off drastically after 1998 as Salvadorans living in the
US become eligible for citizenship and bring their relatives to live there with them. Already there
are indications that the process is underway in the eastern provinces of San Miguel, La Union, and
Morazan, which receive 60% of the remittance money. In San Miguel, where the local economy is
essentially based on the dollar inflow, income from remittances has dropped by 40% this year.
In recent months, the Chamber of Commerce and Industry (Camara de Comercio e Industria, CCI)
and the Salvadoran Foundation for Economic and Social Development (Fundacion Salvadorena
para el Desarrollo Economico y Social, FUSADES), have proposed several measures to reverse
the recession. And, in July, ANEP offered yet another strategy for combatting what it sees as an
economic crisis. ANEP's "Salvadoran Manifesto" embodies a set of proposals to recharge the
economy and redefine the role of government. Unlike the president's 1995 plan, which projected
rapid and even drastic economic changes to boost the economy into global competition, the
Manifesto promises no quick fixes. And, judging from its list of tasks yet undone, the authors
of the Manifesto see no economic miracle in the near future. Economic development "is not
instantaneous," said the document.
The key to development is to base all economic strategies on human resources. According to the
Manifesto, El Salvador's five million citizens make it one of the richest nations in Latin America.
As proof, it notes that despite the difficulties of living abroad, Salvadorans remit more than US
$800 million annually to relatives at home. As for the state, it must "return to its place and take a
subsidiary role" in the economy. That means leaving the initiatives to the private sector and acting
only to facilitate economic change.
The Manifesto proposes to: reduce dependence on family remittances and foreign investors as the
primary sources of hard currency; increase domestic savings, which is currently only 10% of GDP,
compared to an average of 19% in the rest of Latin America and 30% to 40% in the Asian economic
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tiger economies such as Singapore and Hong Kong; increase the independence of the Central Bank
to depoliticize monetary policy; privatize pension funds and require individual savings accounts that
will increase domestic savings; increase social spending in primary and technical education even
if that means less spending on higher education; * give environmental protection and sustainable
development top priority; and negotiate permanent "alliances" between capital and labor.
These economic steps must be taken within the framework of a democratic state where "the
application of justice prevails over special interests," says the document. To bring about insertion
into the global economy, the text calls for increased efforts at regional integration instead of
unilateral policy changes. This differs radically from the president's earlier indifference to
regionalism as he pressed for dollarization of the currency and rapid reduction of trade barriers, far
ahead of the progress toward free trade in the neighboring countries. Finally, the Manifesto warns
that unless swift action is taken on its proposals, the economy could well miss out on the chance to
take off. "The opportunities of the 21st century are fabulous, but its challenges are such that those
who are not up to them will not be forgiven and the train of history and progress will leave without
them," reads the document.
Reaction to the Manifesto was mixed. Calderon Sol and Gloria Salguero Gross, president of the
Legislative Assembly, said it was a positive contribution to national discussion of the economy. But
former minster of economy Abelardo Torres questioned the idea that El Salvador's greatest riches
are its people. He implied instead that five million Salvadorans may be a great hindrance because
they do not yet have the necessary competitive ethic. Other commentators said the Manifesto
was short on concrete proposals for reaching the goals laid out. Frente Farabundo Marti para la
Liberacion Nacional (FMLN) deputy Miguel Saenz Varela found the document interesting, but he
criticized it for reducing the human element and social problems to factors in economic growth.
Since publication of the document, ANEP has held meetings to air the proposals as a prelude to the
creation of a national economic pact. ANEP president Vidal optimistically predicted that within 10
years, El Salvador could be the leading economic power in Latin America, and in 50 years, part of
the First World. Despite the disappointing economic indicators, and the private-sector carping, the
administration is promoting El Salvador as the "economic miracle" of Central America. Presidential
Commissioner for State Modernization Alfredo Mena Lagos believes that the macroeconomic
foundation has already been built for the takeoff.
Replying to fears about the economy, Mena Lagos said that he would not call it a crisis. "I would call
it an economic correction," he said. He explained that the high growth of recent years was fueled
by a temporary postwar spending spree that the private sector mistakenly believed would continue
indefinitely. But he also cited structural problems such as the slow pace of state modernization and
privatization, high interest rates, and inefficient transportation, communication, and energy systems
none of which has been vigorously attacked by the administration.
In an article published in a local newspaper in mid- October, Hinds called the private sector's
attempt to blame the government for the state of the economy "irrational." But echoing the
warning in the ANEP Manifesto, Hinds said that "the world is full of tigers, and if we do not
become tigers, the tigers are going to devour us." He placed the responsibility for achieving global
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competitiveness on the private sector and, in apparent agreement with ANEP's views on the proper
role of government, he said that its job is to help facilitate the development process. Administration
rhetoric about rapid recovery and rivaling the Asiatic tigers was given some credibility in October
at the annual meeting in Washington, DC of the World Bank and the International Monetary Fund
(IMF).
At a seminar entitled "From Peace to Competitiveness: A Dynamic Country for Global Investment,"
El Salvador was featured, along with Chile, as a case study in proper economic development policy.
"This says a lot for the country's economic development...and for the advances in the political
process in El Salvador, which are a true example for the world," said Calderon Sol. This public
relations boost came after the Standard & Poors and Duff and Phelps security rating companies
gave El Salvador's long-term Treasury notes a "safe" rating. [Sources: Inforpress Centroamericana
(Guatemala), 07/11/96; International Market Insights, US Embassy (El Salvador), 09/10/96; La Prensa
Grafica (El Salvador), 07/03/96, 07/29/96, 08/28/96, 08/29/96, 09/10/96; El Diario de Hoy (El Salvador),
08/02/96, 08/31/96, 09/02/96, 09/03/96, 09/04/96, 09/10/96, 09/16/96; Agence France-Presse, 08/04/96,
08/09/96, 09/30/96; Agencia Centroamericana de Noticias Spanish News Service, 08/17/96, 10/10/96,
10/17/96]

-- End --
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